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TAGS : BEXP, EIND, TC 

SUBJECT : ABU DHABI STEEL COMPLEX 

REF: (A) ABU DHABI 885, (B) 76 ABU DHABI 561 

1 . EMBASSY HAS LEARNED FROM SOURCE IN ABU DHABI DEPT. OF 
PETROLEUM AND INDUSTRY (DPI) THAT NEGOTIATIONS WITH KOBE 
(JAPAN), FERROSTAHL, AND KRUPP (BOTH GERMANY) TO BUILD 

SPONGE IRON PLANT AND STEEL ROLLING MILL HAVE PROVED "FRUITLESS". 
DPI INSISTENCE THAT FOREIGN PARTNER TAKE 30 PERCENT EQUITY SHARE 
AND AGREE TO MARKET ENTIRE PLANT OUTPUT APPARENTLY PROVED AS 
UNPALATABLE TO THE JAPANESE AND GERMANS AS IT PREVIOUSLY HAD TO 
THE INDIANS AND UNITED STATES STEEL. 

2. DPI IS NOW DOING "CAREFUL MARKET SURVEY" AND "RE-EVALUATING 
ITS CALCULATIONS" PRIOR TO DECIDING WHAT NEXT MOVE SHOULD BE. 
INDIAN FEASIBILITY STUDY COMPLETED OVER YEAR AGO 
INDICATED THAT WITH INTERNAL RATE OF RETURN AT 1 1 PERCENT, 
PAYBACK PERIOD OF OVER SEVEN YEARS, AND BREAK-EVEN 
CAPACITY AT 90 PERCENT, STEEL COMPLEX WAS MARGINAL INVEST- 
MENT AT BEST, AND IT NOT SURPRISING THAT DPI IS HAVING 
TROUBLE SELLING IDEA. UNLESS ADG IS WILLING TO ASSUME 

ALL THE FINANCIAL RISK ON THIS PROJECT WE SEE LITTLE HOPE OF 
ITS GOING FORWARD. GIVEN NUMBER OF MORE ATTRACTIVE INVEST 
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MENT OPPORTUNITIES AVAILABLE TO ADG IT IS NOT LIKELY THAT ABU 
DHABI WILL WANT TO GO IT ALONE ON STEEL COMPLEX UNLESS SHAIKH 
ZAYID DECIDES THAT THE PRESTIGE OF HAVING STEEL MILL OUTWEIGHS 
THE POETENTIAL ECONOMIC LOSS. 
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